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In 1987, the Mexican trade surplus has been one of the few bright spots in an otherwise stagnant
(and inflationary) economy. Government officials in recent years have implemented a series of
policies destined to improve the competitiveness of Mexican industry, such as the removal or
reduction of import barriers, and nearly continual peso devaluation.
Capital flight, which drained the Mexican economy of literally billions of dollars, had been reversed
until recently. However, it appears that the Wall Street crash in mid-October and the possibility that
it preceded a US economic decline and with this, renewed efforts to close US borders to imports ,
may have changed Mexico's economic prospects for the worse. Given that the US imports twothirds of Mexican exports, and the fact that the country's recent economic bouyancy was largely the
outcome of rising export sales, many Mexicans concerned about the impact of US developments on
their economy had been transferring assets from pesos to dollars.
Reluctant to use its foreign reserves to prop up the peso against the dollar, the Mexican central
bank withdrew its support for the peso on the secondary open exchange market on Nov. 18. In a
single day, the peso plummeted 25% or more against the dollar. As noted by the Wall Street Journal,
although the free exchange rate is used in only 20% of all dollar transactions, its collapse is likely
to force the government to accelerate the pace of the steady devaluations it has been making in the
"controlled" peso used by export and import businesses. Next, the precipitous drop in the peso will
also exacerbate domestic inflation, already expected to top 140% this year.
Finally, the "shock caused by the abrupt plunge of the peso is likely to accelerate capital flight..."
The stupendous decline in the peso was linked to the panic caused by the recent crash of the
Mexican stock market. In the first nine months of the year, the stock index grew 330%. In early
October, the market began a downturn that was transformed into a collapse after Oct. 19. On Oct. 20,
for instance, the Mexican stock index dropped 13.43%, from 266,375 points to 230,577 points. A total
of 204 million shares exchanged hands that day, setting a national record. In the Oct. 19-24 period,
the stock index dropped a total of 29%. From 373,216 points on Oct. 6, the stock index had dropped
75% to 95,481 points by Nov. 18.
According to the Journal, "Western bankers" contend that the Mexican government is using the
market crash as an excuse for its own failings. The bankers say the government is losing the political
will to follow through with economic reform as it approaches the final year of President Miguel de
la Madrid's term. Some Mexican exporters have criticized the government for slowing down the
"controlled" currency devaluations, arguing that Mexican exports become more competitive with
devaluations. Recently, the government had been more concerned by the fact that devaluations
make imports more expensive, and thereby accelerate domestic inflation. [The Journal pointed out
that concern about inflation also led Mexico to suspend its debt swap program. Under this program,
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the government and its foreign creditors transferred millions of dollars of debt to investors, who
in return received equity in Mexican companies.] While peso devaluations generally benefit
the "maquiladora" (assembly plant) operations located on Mexico's border with the US, last
Wednesday's large decline is not expected to bring further expansion.
Most analysts and executives at the maquiladora plants in Ciudad Juarez told the New York Times
that the recent plunge in the peso will prompt the government to raise the minimum wage before
the end of December. While some analysts said this would not discourage manufacturers from
expanding, they said the growth rate of new border plants was about to decline for other reasons.
Prof. Jeffrey Brannon, an economist and director of the Center for Inter-American Border Studies at
the University of Texas in El Paso, told the Times that an anticipated slowdown in the US economy
and high inflation in Mexico, would slow investments at the border. Prior to the recent renewal of
capital flight, Mexico had accumulated foreign exchange and gold reserves of about $15 billion. The
country's current account surplus in 1987 is expected to surpass $3 billion, compared to a $1.6 billion
deficit in 1986. (Basic data from Excelsior, 10/23/87, 10/29/87; Wall Street Journal, 11/23/87; New York
Times, 11/23/87; LADC, 11/19/87)
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